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Purdue Compares with U.S. S&P 500 Index Companies

Lower the Better

Median @ 46, ,Average @ 48
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Purdue Compares with U.S. S&P 500 Index Companies

Lower the Better

Days

Median @ 54:

Average @ 72
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Cash Conversion Cycle (CCC)

Purdue Compares with U.S. S&P 500 Index Companies

Lower the Better
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Working Capital as % of Net Sales

Purdue Compares with U.S. S&P 500 Index Companies

Lower the Better

se @ 090 Median @ 12%
8000% Average 22% h —

st o nd C( rd Co/ ilo
15t 25%-tile 2" 25%-tile 3" 25%-tile

6000%

4000%

2000%

0%

-2000%

-4000%

7/25/2012 CONFIDENTIAL: Working Capital Ratios



Effective Working Capital Receivable

. EVELIE
Management Techniques Inventory
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Core Tactics For Improving Working Capital

(Published by APQC, September 2008)

Techniques Utilized by
Purdue
Report and emphasize cash-related metrics (days sales outstanding, inventory turns, etc.) 4
Optimize the entire customer order-to-cash process 4
Reduce accounts receivable delays, complexity, and errors v
Simplify payment terms v
Segment customers by size, risk, and strategic value v

Speed billing processes and reduce invoicing errors (consider electronic invoicing and payment

v
tOO|S) [Top 20 customers used EDI.]
Communicate collection issues and speed dispute resolution v
Review accounts payable policies for opportunities to stretch payment terms without damaging v
supplier relations
Improve supply chain visibility and agility v
Adopt some form of dynamic forecasting and responsive inventory management, including cross- v
functional sales and operations planning
Optimize spare-parts inventory n/a
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Effective Techniques

for Improving DSO (Receivable)

Techniques Utilized by
Purdue

Close monitoring of customer accounts, aging receivables, and late v

payments

Timely collections (e.g. early reminders and dunning notices) v

Prompt pay discounts to encourage on-time payments v

Prepayment / direct-debit for credit-trouble or late-paying customers v

Efficient / prompt invoicing cycles (e.g. multiple) to get invoices to v

customers timely

Optimize / renegotiate payment terms (if not on par with standard) v
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Effective Techniques

for Improving DPO (Payable)

Techniques Utilized by
Purdue
Payment cycles — limited to the required frequency v

Take early payment discounts, if discounts are ROI-justified v
Avoid early payments, if prompt-pay discounts are not ROI-justified v
v

Renegotiate payment terms — migrate to industry benchmarks or best
available alternative, if current payment terms are short

Product acceptance condition — connect settlement of payables to the v
fulfillment of all contractual obligations such as quantity, quality,
delivery dates, etc.

Migrate checks into e-payments for more precised payment timing v

Back-to-back agreements—balancing the due dates of receivables and Ongoing
payables helps to minimize costs in managing cash flows Review
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Effective Techniques

for Improving DIO (Inventory)

Techniques Utilized by
Purdue

Enhanced forecast accuracy and demand planning — accuracy reduces v

unnecessary stock cushion and improve ability to deliver

Advanced delivery and logistic concepts, such as vendor-managed v

inventory, just-in-time manufacturing, or close collaboration with

suppliers

Optimize production processes v

Variance management — reducing product complexity and carefully v

tracking demand of product variants

Balance the need to prevent stock-out while minimize inventory days v
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Cash and Working-Capital Discipline

A report prepared by CFO Research Services
in collaboration with American Express, March 2012

Figure 9. What stands in the way of cash and working-capital
improvement at small and midsize companies?

A lack of bargaining power, combined with internal problems
with coordination and alignment, surface as the
most prominent obstacles.
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Figure 10. What broad types of cash and working-capital
improvements will small and midsize firms pursue?

Process improvement outpaces other broad
improvement categories, including increased automation
and cultural and organizational change.

Supporting role in improvement m
Major role in improvement m

Increased Cultural Organizational
automation change change
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Cash and Working-Capital Discipline

A report prepared by CFO Research Services

in collaboration with American Express, March 2012 (cont.)

Keys to Working-
Capital Improvement

Diligence

Consistency

(Smart) Focus

Speed

Engagement

Accountability

Fiscal Conservatism

7/25/2012

Comments from the CFO Research Paper

“Diligence is key to improving working capital management—key to running a successful business. You must
focus on both sides of the working-capital equation, and your improvement efforts have to be top-to-bottom
in the organization. It’s difficult to do, but it can change your company.” —CFO OF A MIDSIZE WHOLESALE/
RETAIL TRADE FIRM

“Have an honest conversation with your vendors about the need to extend payment terms. Then never miss a
payment date.” —CFO OF A MIDSIZE NONPROFIT FIRM

“Focus on the largest buckets of cash—not necessarily the biggest problem areas.” —CFO OF A MIDSIZE
PROFESSIONAL SERVICES FIRM. “Keep a keen eye on the details: due dates on payables and regular progress
reports on receivables throughout the reporting period.” —CFO OF A MIDSIZE FINANCIAL SERVICES FIRM

“Develop a weekly routine of positive communication with customers relating to accounts-receivable aging
status. If you identify quality problems with your deliverables, develop an instant feedback loop between the
customer and your quality control, sales management, operations, and finance functions so that quality issues
are addressed in the first 10 days of aging—not when the account is past due.” —CFO OF A MIDSIZE
AEROSPACE/DEFENSE FIRM

“Create internal agreement on how to increase cash flow and increase understanding of why cash flow is
important to the company as a whole. Generate buy-in from the sales force and other internal stakeholders.” —
CFO OF A MIDSIZE MANUFACTURING FIRM

“Develop measurable objectives—hold employees accountable for achievement across the organization.” —
CFO OF A MIDSIZE HEALTHCARE FIRM

“If you strengthen your balance sheet, you can get the operating cash you need (i.e., if you’re profitable, make
very limited distributions to shareholders). Bad times are coming—see the problems with the Euro!” —CFO OF
A MIDSIZE CONSTRUCTION COMPANY

CONFIDENTIAL: Working Capital Ratios

Utilized
by Purdue
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Backup: Accounts Payable (DPO)

Industry Benchmarks

® |ndustry data are calculated based on the standard DPO formula of using average
accounts payable balance and cost of sales. Accrued expenses are not included—
since they are usually separately listed in the balance sheet.

Purdue

® Purdue's DPO calculation is to exclude a number of items that Finance cannot
influence. These include, for example, rebates, rents, liability settlements, taxes,
partner distributions, mortgage payments, etc. Many of these items are probably
recorded in accrued expenses and are moved to accounts payable when invoices
are presented and paid. Thus, they clear through the accounts payable account
quickly.

® Using Purdue’s specialized formula yields a DPO of 40 for 2011. (This is used in
the cash conversion cycle analysis herein.)

® Alternatively, if we use the industry standard formula to calculate DPO (and use
60% of Purdue operating expenses as non-payroll purchases), our DPO for 2011
would be ~44 days. The change of magnitude is not likely going to change the
conclusion from the analysis.

® Industry's DPO average is not comparable to Purdue because Purdue's cost of
goods is de minimis comparing with others.
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Gross Sales

L]

Impact of trade inventories lower than budget. M

Lower OxyContin demand as Rxs are running ~5% below budget and would need to increase by ~11+% above current

levels to achieve the sales target. W
Lower OxyContin Sales due to lower demand offset by higher trade inventory.
Lower Butrans sales - see Sales Trend chart.
Intermezzo sales - see Sales Trend chart.
Ryzolt returns

All Other

Sub-Total Gross Sales Variance

Deductions

Lower Fee for Service due to lower sales ($3.6MM) offset by prior quarter adjustments ($0.2MM).
Lower Discounts and Allowances primarily due to change in Ryzolt return reserve ($7.0MM) and lower sales/other
($3.2MM) offset by Intermezzo Returns Reserve ($9.0MM).

Lower Savings Card Discount due to lower OxyContin sales and redemption rates ($2.2MM), lower Butrans sales
($1.1MM) and all other ($0.2MM).

Lower Rebates due to lower sales, partially offset by higher Medicare Part D Coverage Gap and Tricare program
utilization.

Lower Proposed regulation adjustment primarily due to lower Medicaid sales.

Sub-Total Deductions variance

Net Branded Sales Variance to Budget

(1)

Each of these factors is based on estimates provided by IMS and customers.

4/28/2021 5:19 PM

($ in millions)

$  (54.9)
(67.4)
(122.4)
(13.1)
2.1
(8.0)
(2.6)
(144.0)
$ 3.4
1.3
3.5
16.9
8.9
34.1
$  (109.9)
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